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Statem ent on 
Auditing Standards
December 1976
Issued by the A ud iting  S tandards Executive Com mittee
15
CPA American Institute of Certified Public Accountants
Reports on Comparative 
Financial Statements
(Supersedes S tatem ent on Auditing Standards No. 1, section 516.11-.12, 
Statem ent on Auditing Standards No. 2, paragraph 49, and  
Statem ent on Auditing Standards No. 7, paragraph 11) 1
1. This Statement provides guidance to an auditor reporting on 
financial statements of one or more prior periods that are presented on 
a comparative basis with financial statements of the current period.2
Auditor's Standard Report on
Comparative Financial Statements
2. The fourth standard of reporting requires that an auditor’s report 
contain either an expression of opinion regarding the financial state­
ments taken as a whole or an assertion to the effect that an opinion 
cannot be expressed. Reference in the fourth reporting standard to
1This Statement also supersedes the auditing interpretation of paragraph 49 of
SAS No. 2 on “Reporting on Comparative Financial Statements of Nonprofit 
Organizations,” January 1976 (AU section 9509.07-.10).
2See SAS No. 1, section 543.16-.17, for reporting on restated financial statements 
of prior years following a pooling of interests.
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2 Statement on Auditing Standards 
the financial statements "taken as a whole" should now be considered 
to apply not only to the financial statements of the current period but 
also to those of one or more prior periods that are presented on a 
comparative basis with those of the current period. Therefore, a con-
tinuing auditor 3 should update 4 his report on the individual financial 
statements of the one or more prior periods presented on a compara-
tive basis with those of the current period. 5 Ordinarily, the auditor's 
report on comparative financial statements should be dated as of the 
date of completion of his most recent examination (see SAS No. 1, 
section 5 3 0 . 0 1 ) . 
3. An example of a continuing auditor's standard report on com-
3 A continuing auditor is one who has examined the financial statements of the cur-
rent period and of one or more consecutive periods immediately prior to the 
current period. 
If one firm of independent auditors merges with another firm and the new firm 
becomes the auditor of a former client of one of the former firms, the new firm 
may accept responsibility and express an opinion on the financial statements for 
the prior period(s) as well as those for the current period. In such circum-
stances, the new firm should follow the guidance in paragraphs 3-7 and may 
indicate in its report or signature that a merger took place, and may name 
the firm of independent auditors that was merged with it. If the new firm 
decides not to express an opinion on the prior-period financial statements, the 
guidance in paragraphs 8-12 should be followed. 
4 T h e term "update" means to re-express a previous opinion or, depending on the 
circumstances, to express a different opinion from that previously expressed on 
the financial statements of a prior period. An updated report on prior-period 
financial statements should be distinguished from a reissuance of a previous 
report (see SAS No. 1, section 530.06- .08) since in issuing an updated report 
the continuing auditor considers information that he has become aware of dur-
ing his examination of the current-period financial statements (see paragraph 
4 ) and because an updated report is issued in conjunction with the auditor's 
report on the current-period financial statements. 
5 A continuing auditor need not report on the prior-period financial statements if 
only summarized comparative information of the prior period(s) is presented. 
For example, nonprofit organizations such as hospitals, colleges and universities, 
voluntary health and welfare organizations, and state and local government units 
frequently present total-all-funds information for the prior period(s) rather than 
information by individual funds because of space limitations or to avoid cumber-
some or confusing formats. 
In some circumstances, the client may request the auditor to express an opin-
ion on the prior period(s) as well as the current period. In those circumstances, 
the auditor should consider whether the information included for the prior 
period(s) contains sufficient detail to constitute a fair presentation in conformity 
with generally accepted accounting principles. In most cases, that will necessi-
tate including additional columns or separate detail by fund, or the auditor 
would need to modify his report. 
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parative financial statements for two fiscal periods is as follows: 
We have examined the balance sheets of ABC Company as of [at] 
December 31, 19X2 and 19X1, and the related statements of income, 
retained earnings, and changes in financial position for the years then 
ended. Our examinations were made in accordance with generally 
accepted auditing standards and, accordingly, included such tests of 
the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 
In our opinion, the financial statements referred to above present 
fairly the financial position of ABC Company as of [at] December 31, 
19X2 and 19X1, and the results of its operations and the changes in its 
financial position for the years then ended, in conformity with gener-
ally accepted accounting principles applied on a consistent basis. 
I f statements of income, retained earnings, and changes in financial 
position are presented on a comparative basis for one or more prior 
periods, but the balance sheet ( s ) as of the end of such period(s) is 
not presented, the phrase "for the years then ended" should be 
changed to indicate that the auditor's opinion applies to each period 
for which statements of income, retained earnings, and changes in 
financial position are presented, such as "for each of the five years in 
the period ended [date of latest balance sheet] ." 
4. During his current examination, the auditor should be alert for 
circumstances or events that affect the prior-period financial state-
ments presented (see paragraph 6 ) or the adequacy of informative 
disclosures concerning those statements (see SAS No. 1, section 430, 
and A R B No. 43, chapter 2A [AC section 2041 .01 - .04 ] ) . The auditor 
should consider the effects of any such circumstances or events com-
ing to his attention in updating his report on the prior-period financial 
statements. 
Report With Differing Opinions 
5. Since the auditor's report on comparative financial statements 
applies to the individual financial statements presented, an auditor 
may modify 6 his opinion or disclaim an opinion with respect to one or 
more financial statements for one or more periods, while expressing an 
6 The term "modify" covers reporting situations that would result in the expres-
sion of a qualified opinion or an adverse opinion. 
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unqualified opinion on the other financial statements presented. When 
this situation occurs, the auditor should disclose all the substantive 
reasons for modifying or disclaiming an opinion in a separate explan-
atory paragraph(s) of his report and should include in the opinion 
paragraph an appropriate modification or disclaimer of opinion and 
a reference to the explanatory paragraph(s) . An explanatory para-
graph is not required, however, when the opinion paragraph has 
been modified because of a change in accounting principle. (See SAS 
No. 2, paragraphs 29 through 47 . ) Following are examples of reports 
on comparative financial statements (excluding the standard scope 
paragraph, where applicable) with different opinions or a disclaimer 
of opinion on one or more financial statements presented. 
Qualified Opinion on Current Year's Financial Statements 
With Prior Year Unqualified 
(Explanatory paragraph) 
As discussed in Note X, during 19X2 the Company became a defend-
ant in a lawsuit relating to the sale in 19X2 of a wholly owned sub-
sidiary. The ultimate outcome of the lawsuit cannot be determined, 
and no provision for any liability that may result has been made in the 
19X2 financial statements. 
(Opinion paragraph) 7 
In our opinion, subject to the effects on the 19X2 financial statements 
of such adjustments, if any, as might have been required had the out-
come of the uncertainty referred to in the preceding paragraph been 
known, the financial statements referred to above present fairly the 
financial position of ABC Company as of December 31, 19X2 and 
19X1, and the results of its operations and the changes in its financial 
position for the years then ended, in conformity with generally ac-
cepted accounting principles applied on a consistent basis. 
Qualified Opinion on Prior Years Financial Statements With the 
Current Year Qualified for the Same Reason and an Additional Reason 
(Explanatory paragraphs) 
The Company has excluded from property and debt in the accom-
panying 19X2 balance sheet certain lease obligations that were entered 
7 T h e auditor's reservations may also be expressed in the following manner: "In 
our opinion, subject to the effects, if any, on the 19X2 financial statements of the 
ultimate outcome of the uncertainty referred to in the preceding paragraph, the 
financial statements referred to above present fairly. . . ." 
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into in 19X2, which, in our opinion, should be capitalized in order to 
conform with generally accepted accounting principles. If these lease 
obligations were capitalized, property would be increased by $ , 
long-term debt by $ , and retained earnings by $ as of 
December 31, 19X2, and net income and earnings per share would be 
increased (decreased) by $ and $ , respectively, for the 
year then ended. 
As discussed in Note X, the Company is involved in continuing 
litigation relating to patent infringement. The ultimate outcome of 
this litigation cannot be determined, and no provision for any liability 
that may result has been made in the 19X2 or 19X1 financial statements. 
(Opinion paragraph) 
In our opinion, except for the effects on the 19X2 financial statements 
of not capitalizing certain lease obligations, as described in the second 
paragraph, and subject to the effects on the 19X2 and 19X1 financial 
statements of such adjustments, if any, as might have been required 
had the outcome of the uncertainty referred to in the preceding para-
graph been known, the financial statements referred to above present 
fairly the financial position of ABC Company as of December 31, 19X2 
and 19X1, and the results of its operations and the changes in its finan-
cial position for the years then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis. 
Unqualified Opinion on the Current Year's Financial Statements 
With Disclaimer of Opinion on the Prior Year's Statements of 
Income, Retained Earnings, and Changes in Financial Position 
(Scope paragraph) 
. . . Except as explained in the following paragraph, our examinations 
were made in accordance with generally accepted auditing standards 
and, accordingly, included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the 
circumstances. 
(Explanatory paragraph) 
We did not observe the taking of the physical inventory as of Decem-
ber 31, 19X0, since that date was prior to our appointment as auditors 
for the Company, and we were unable to satisfy ourselves regarding 
inventory quantities by means of other auditing procedures. 
(Opinion paragraph) 
In our opinion, the balance sheets of ABC Company as of December 
31, 19X2 and 19X1, and the related statements of income, retained 
earnings, and changes in financial position for the year ended Decem-
ber 31, 19X2, present fairly the financial position of ABC Company as 
of December 31, 19X2 and 19X1, and the results of its operations and 
the changes in its financial position for the year ended December 31, 
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19X2, in conformity with generally accepted accounting principles ap-
plied on a consistent basis. 8 
(Disclaimer paragraph) 
Because of the matter discussed in the second paragraph, the scope 
of our work regarding inventories as of December 31, 19X0, was not 
sufficient to enable us to express, and we do not express, an opinion on 
the statements of income, retained earnings, and changes in financial 
position for the year ended December 31, 19X1. 
Report With an Updated Opinion 
Different From a Previous Opinion 
6. I f during his current examination an auditor becomes aware of 
circumstances or events that affect the financial statements of a prior 
period, he should consider such matters when updating his report on 
the financial statements of the prior period. The following circum-
stances or events ordinarily should cause an auditor to express an 
opinion different from that expressed in an earlier report on the 
financial statements of the prior period: 
• Subsequent resolution of an uncertainty. The resolution in the 
current period of an uncertainty that caused an auditor to modify 
his opinion or disclaim an opinion on the financial statements of 
a prior period eliminates the need for the modification or dis-
claimer of opinion in the auditor's updated report. Accordingly, 
the auditor's updated report on the financial statements of the 
prior period should recognize the subsequent resolution of the 
uncertainty and should no longer be qualified with respect to 
the resolved uncertainty. 
• Discovery of an uncertainty in a subsequent period. If, during 
his current examination, an auditor becomes aware of an un-
certainty that affects the prior-period financial statements pre-
sented, he should modify his opinion or disclaim an opinion in 
his updated report on those statements because of the uncertainty. 
• Subsequent restatement of prior-period financial statements. I f 
8 I t is assumed that the independent auditor has been able to satisfy himself as to 
the consistency of application of generally accepted accounting principles (see 
SAS No. 1, sections 420 and 546 .14- .16 ) . 
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an auditor has previously modified his opinion on financial state-
ments of a prior period because of a departure from generally 
accepted accounting principles, and the prior-period financial 
statements are restated in the current period to conform with 
generally accepted accounting principles, the auditor's updated 
report on the financial statements of the prior period should in-
dicate that the statements have been restated and should ex-
press an unqualified opinion with respect to the restated finan-
cial statements. 
7. If, in an updated report, an auditor expresses an opinion (or 
disclaims an opinion) different from his previous opinion (or dis-
claimer of opinion) on the financial statements of a prior period, he 
should disclose all the substantive reasons for the different opinion in 
a separate explanatory paragraph(s) of his report. 9 Also, if the up-
dated opinion is other than unqualified, the auditor should include in 
the opinion paragraph (or disclaimer paragraph) an appropriate 
modification and a reference to the explanatory paragraph(s) in the 
report. T h e explanatory paragraph(s) should disclose ( a ) the date 
of the auditor's previous report, ( b ) the type of opinion previously 
expressed, ( c ) the circumstances or events that caused the auditor to 
express a different opinion, and ( d ) that the auditor's updated opinion 
on the financial statements of the prior period is different from his 
previous opinion on those statements. The following are examples of 
explanatory paragraphs appropriate when an auditor expresses an 
opinion different from that expressed in a previously issued report on 
the financial statements of a prior period. 
Resolution in the Current Period of an Uncertainty Existing in a 
Prior Period Requiring No Adjustment of the Financial Statements 
In our report dated March 1, 19X2, our opinion on the 19X1 finan-
cial statements was qualified as being subject to the effects on the 19X1 
financial statements of such adjustments, if any, as might have been 
required had the outcome of certain litigation been known. As ex-
9 A separate explanatory paragraph is required only when the current updated 
opinion is different from the last opinion issued. For example, a separate explana-
tory paragraph is not required in an auditor's report that appears in a registration 
statement filed under the Securities Act of 1933 if the explanatory paragraph was 
previously included in the auditor's report on a registrant's financial statements 
included in its annual report filed with regulatory authorities under the Securities 
Exchange Act of 1934. 
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plained in Note X, the litigation was settled as of November 1, 19X2, 
at no material cost to the Company. Accordingly, our present opinion 
on the 19X1 financial statements, as presented herein, is different from 
that expressed in our previous report. 
Resolution in the Current Period of an Uncertainty Existing in a Prior 
Period Requiring Recognition in the Current Financial Statements 
In our report dated March 1, 19X2, our opinion on the 19X1 financial 
statements was qualified as being subject to the realization of the in-
vestment in D E F Company. As explained in Note X, the carrying 
amount of that investment has been charged to operations in the cur-
rent year as required by generally accepted accounting principles. 
Accordingly, our present opinion on the 19X1 financial statements, as 
presented herein, is different from that expressed in our previous 
report. 
A New Uncertainty Affecting Both the Current- and 
Prior-Period Financial Statements 
As discussed in Note X, a number of legal actions were filed against 
the Company subsequent to the date of our report on the 19X1 finan-
cial statements. These actions claim substantial damages as a result 
of alleged violations of antitrust laws during prior years. The Company 
is in the process of litigating these actions, but the ultimate outcome is 
uncertain at this time. In our report dated March 1, 19X2, our opinion 
on the 19X1 financial statements was unqualified; however, in view of 
the litigation referred to above, our present opinion on the 19X1 finan-
cial statements, as presented herein, is different from that expressed in 
our previous report. 
Subsequent Restatement of Prior-Period Financial Statements to 
Conform With Generally Accepted Accounting Principles 
In our report dated March 1, 19X2, we expressed an opinion that 
the 19X1 financial statements did not fairly present financial position, 
results of operations, and changes in financial position in conformity 
with generally accepted accounting principles because of two depar-
tures from such principles: (1 ) the Company carried its property, 
plant, and equipment at appraisal values, and provided for deprecia-
tion on the basis of such values, and (2) the Company did not provide 
for deferred income taxes with respect to differences between income 
for financial reporting purposes and taxable income. As described in 
Note X, the Company has restated its 19X1 financial statements to 
conform with generally accepted accounting principles. Accordingly, 
our present opinion on the 19X1 financial statements, as presented 
herein, is different from that expressed in our previous report. 
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Report of Predecessor Auditor 
8. A predecessor auditor ordinarily would be in a position to reissue 
his report on the financial statements of a prior period at the request 
of a former client if he is able to make satisfactory arrangements with 
his former client to perform this service and if he performs the pro-
cedures described in paragraph 9 . 1 0 
Predecessor Auditor's Report Reissued 
9. Before reissuing (or consenting to the reuse of) a report previ-
ously issued on the financial statements of a prior period, a predeces-
sor auditor should consider whether his previous opinion on those 
statements is still appropriate. Either the current form or manner of 
presentation of the financial statements of the prior period or one or 
more subsequent events might make a predecessor auditor's previous 
opinion inappropriate. Consequently, a predecessor auditor should 
( a ) read the financial statements of the current period, ( b ) compare 
the prior-period financial statements that he reported on with the fi-
nancial statements to be presented for comparative purposes, and ( c ) 
obtain a letter of representations from the successor auditor. The letter 
of representations should state whether the successor's examination 
revealed any matters that, in the successor's opinion, might have a 
material effect on, or require disclosure in, the financial statements 
reported on by the predecessor auditor. Also, the predecessor auditor 
may wish to consider the matters described in section 543.10-.12 of 
SAS No. 1. However, the predecessor auditor should not refer in his 
reissued report to the report or work of the successor auditor. 1 1 
10. A predecessor auditor who has agreed to reissue his report may 
become aware of events or transactions occurring subsequent to the 
date of his previous report on the financial statements of a prior period 
that may affect his previous opinion (for example, the successor 
auditor might indicate in his response that certain matters have had 
1 0 I t is recognized that there may be reasons why a predecessor auditor's report 
may not be reissued and this Statement does not address the various situations 
that could arise. 
11In view of the provisions of this paragraph, the last sentence of section 710.11 
of SAS No. 1 is amended to read as follows: 
In the latter instance, the predecessor auditor should not refer to the report or work 
of the successor auditor. 
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a material effect on the prior-period financial statements reported on 
by the predecessor auditor) . In such circumstances, the predecessor 
auditor should make inquiries and perform other procedures that he 
considers necessary (for example, reviewing the working papers of 
the successor auditor as they relate to the matters affecting the prior-
period financial statements) . He should then decide, on the basis of 
the evidential matter obtained, whether to revise his opinion. I f a 
predecessor auditor concludes that his opinion should be revised, he 
should follow the guidance in paragraphs 6,7, and 11 of this Statement. 
11. A predecessor auditor's knowledge of the current affairs of his 
former client is obviously limited in the absence of a continuing rela-
tionship. Consequently, when reissuing his report on prior-period 
financial statements, a predecessor auditor should use the date of his 
previous report to avoid any implication that he has examined any 
records, transactions, or events after that date. I f the predecessor 
auditor revises his report or if the financial statements are restated, he 
should dual-date his report (see SAS No. 1, section 5 3 0 . 0 5 ) . 
Predecessor Auditor's Report Not Presented 
12. If the financial statements of a prior period have been examined 
by a predecessor auditor whose report is not presented, the successor 
auditor should indicate in the scope paragraph of his report ( a ) that 
the financial statements of the prior period were examined by other 
auditors, 1 2 ( b ) the date of their report, ( c ) the type of opinion ex-
pressed by the predecessor auditor, and ( d ) the substantive reasons 
therefor, if it was other than unqualified. An example of a successor 
auditors report when the predecessor auditor's report is not pre-
sented follows: 
We have examined the balance sheet of ABC Company as of Decem-
ber 31, 19X2, and the related statements of income, retained earnings, 
and changes in financial position for the year then ended. Our exami-
nation was made in accordance with generally accepted auditing stand-
ards and, accordingly, included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the 
circumstances. The financial statements of ABC Company for the year 
] 2 T h e successor auditor should not name the predecessor auditor in his report; 
however, the successor auditor may name the predecessor auditor if the prede-
cessor auditor's practice was acquired by, or merged with that of, the successor 
auditor. 
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ended December 31, 19X1, were examined by other auditors whose 
report dated March 1, 19X2, expressed an unqualified opinion on those 
statements. 
In our opinion, the 19X2 financial statements referred to above 
present fairly the financial position of ABC Company as of December 
31, 19X2, and the results of its operations and the changes in its finan-
cial position for the year then ended, in conformity with generally ac-
cepted accounting principles applied on a basis consistent with that of 
the preceding year. 
I f the predecessor auditor's opinion was other than unqualified, the 
successor auditor should describe the nature of and reasons for the 
qualification, as in the following example: 
. . . were examined by other auditors whose opinion, dated March 1, 
19X2, on those statements was qualified as being subject to the effects 
on the 19X1 financial statements of such adjustments, if any, as might 
have been required had the outcome of the litigation discussed in Note 
X to the financial statements been known. 
I f the financial statements of the prior period have been restated, the 
scope paragraph should indicate that a predecessor auditor reported 
on the financial statements of the prior period before restatement. In 
addition, if the successor auditor is able to satisfy himself as to the 
appropriateness of the restatement, he may also include the following 
paragraph in his report: 
We also reviewed the adjustments described in Note X that were 
applied to restate the 19XX financial statements. In our opinion, such 
adjustments are appropriate and have been properly applied to the 
19XX financial statements. 
Unaudited Financial Statements 
13. Unaudited financial statements that are presented for compara-
tive purposes with audited financial statements should be clearly 
marked as "unaudited" and should be accompanied by a disclaimer 
of opinion, except as discussed in paragraph 14. I f the current-period 
financial statements have been audited and the prior-period financial 
statements have not, the auditor should include, as a separate para-
graph in his report, a disclaimer of opinion on the unaudited financial 
statements (see SAS No. 1, section 5 1 6 . 0 4 ) . I f the financial statements 
of the prior fiscal period have been audited, but those of the cur-
rent fiscal period have not, the auditor should disclaim an opinion 
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on the current fiscal period financial statements. Further, the auditor 
should indicate in an additional paragraph of his report ( a ) that the 
financial statements of the prior fiscal period are presented for com-
parative purposes only, ( b ) that the statements were previously ex-
amined, ( c ) the date of the previous report, ( d ) the type of opinion 
previously expressed, ( e ) the substantive reasons therefor, if it was 
other than unqualified, and ( f ) that the auditor has not performed 
any auditing procedures after the date of his report on the financial 
statements of the prior fiscal period. 1 3 An example of such a report 
follows: 
The accompanying balance sheet of ABC Company as of December 
31, 19X2, and the related statements of income, retained earnings, and 
changes in financial position for the year then ended were not audited 
by us and, accordingly, we do not express an opinion on them. 
The financial statements of ABC Company for the year ended De-
cember 31, 19X1, which are presented for comparative purposes only, 
were previously examined by us [other auditors] and our [their] re-
port dated March 1, 19X2, expressed an unqualified opinion on those 
statements. We [The other auditors] have not performed any auditing 
procedures after the date of our [their] report on the 19X1 financial 
statements. 
14. Financial statements covering a number of years and interim 
periods may be required to be presented on a comparative basis in 
documents filed with the Securities and Exchange Commission (SEC) . 
Under the rules and regulations of the S E C , certain of these financial 
statements must be audited, but others may be unaudited. In such 
cases, it is not necessary for a disclaimer of opinion to accompany the 
unaudited financial statements; however, such financial statements 
should be clearly marked as "unaudited." 
15. I f the auditor has significant exceptions or reservations as to un-
audited financial statements presented, he should make appropriate 
disclosure in his report (see SAS No. 1, section 516 .06- .07) . 
Effective Date 
16. Statements on Auditing Standards generally are effective at 
1 3 Reports of this nature should be issued only when audited prior fiscal period 
financial statements are presented on a comparative basis with current fiscal 
period financial statements that are unaudited. 
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the time of their issuance. However, since the provisions of this State-
ment change certain reporting practices heretofore considered ac-
ceptable, this Statement will be effective with respect to reports on 
comparative financial statements for periods ending after June 30, 
1977. Nevertheless, earlier application of this Statement is encouraged. 
The Statement entitled "Reports on Comparative Financial Statements" 
was adopted by the assenting votes of twenty members of the Committee, 
of whom six, Messrs. Cook, Johnson, Lisk, May, Moskowitz, and Nelson, 
assented with qualifications. Mr. Ziegler dissented. 
Mr. Johnson approves the issuance of this Statement, but qualifies his 
assent with respect to paragraph 6 because he believes that it may create 
a misunderstanding with respect to paragraph 560.08 of SAS No. 1 which 
prohibits adjustment of prior-period financial statements for subsequent 
events (other than for the correction of an error or for a prior-period ad-
justment) when the statements are reissued in comparative form. The 
paragraph also fails to provide guidance for the auditor concerning how 
he should recognize in his updated report the subsequent resolution of 
an uncertainty when, in accordance with paragraph 560.08, the reissued 
prior-period financial statements are not adjusted but the required addi-
tional disclosure is provided. 
Messrs. May and Moskowitz approve the issuance of this Statement, but 
qualify their assent with respect to paragraphs 6 and 7. Specifically, their 
qualification relates to the circumstance cited in paragraph 6 and the re-
lated example in paragraph 7 involving the resolution in the current period 
of an uncertainty existing in the prior period requiring recognition in the 
current period's financial statements. They believe that the auditor's up-
dated report on the prior period's financial statements should not remove a 
"subject to" qualification with respect to an uncertainty that existed in the 
prior period which was resolved in the current period and resulted in a 
charge or credit to the current period's income. In their view, that type of 
resolution of an uncertainty confirmed the need for the auditor to qualify 
his earlier report on the prior period's financial statements and therefore 
such qualification should not be removed. 
Mr. May also believes that the prescribed reporting set forth in para-
graph 13, insofar as it relates to prior-period financial statements which 
have been examined by the auditor issuing the report, is at variance with 
the standards of reporting. In his view, when the auditor is associated with 
financial statements which he has examined, he has an obligation to report 
thereon clearly indicating the character of his examination and his con-
clusions resulting therefrom. 
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Mr. Cook and Mr. Lisk approve of the issuance of this Statement, but 
qualify their assent with respect to paragraph 7. They believe that the 
auditor should not be required to comment, in his report on the examina-
tion of comparative financial statements, concerning the reasons for remov-
ing his qualification relating to (1 ) uncertainties that arose in prior periods 
when resolution of the uncertainties in the current period results in no ad-
justment of the financial statements or (2 ) the restatement of prior-period 
financial statements to conform with generally accepted accounting princi-
ples. They believe that the inclusion of such a comment, in these circum-
stances, will not provide information useful to readers of the auditor's 
report and that disclosures concerning these matters should be included 
in the notes to the financial statements rather than in the auditor's report. 
Mr. Nelson approves the issuance of this Statement, but qualifies his 
assent with respect to footnote 5 and paragraph 14, which provide excep-
tions to basic auditing standards. He believes there should not be an 
exception from the reporting standards for prior-period presentations as 
set out in footnote 5. He also believes that the reporting obligations with 
respect to unaudited financial statements should not differ for statements 
filed with the Securities and Exchange Commission as allowed in para-
graph 14 of this Statement. 
Mr. Ziegler dissents to the issuance of this Statement because he believes 
that the requirement, established in paragraph 7, for the auditor to include 
a separate paragraph in his report every time he expresses an opinion on 
prior-period financial statements different from that initially expressed 
should either be deleted or made optional. The required paragraph could 
be cumbersome and unnecessarily burdensome to the reader. In most cases, 
it would simply repeat what would be obvious from the current opinion 
expressed and information included in the footnotes to the financial state-
ments. Moreover, the increased use of explanatory paragraphs in auditors' 
reports may result in a loss in their effectiveness when readers realize that 
a number of them do no more than repeat historical developments ade-
quately disclosed in the footnotes. 
Mr. Ziegler also disagrees with the prescribed reporting set forth in 
paragraph 13 to the extent and for the reasons expressed by Mr. May. 
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